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THE CURRENCY BILL IN THE SENATE 

BY HOEACE WHITE 



The Federal Beserve Bill has been before Congress since 
the 26th of June last and has been under discussion for a 
considerably longer period. All attempts to rush it through 
the forms of legislation have so far failed, and its character 
has been much changed and improved by the delay. On the 
22d of November it emerged from the Senate Committee 
on Banking in tripartite form, namely: (1) the Bill as 
amended and passed by the House ; (2) the Owen Bill, or the 
House Bill as proposed to be amended by six members of the 
Committee, who are Democrats; (3) the Hitchcock Bill, or 
the House Bill as proposed to be amended by one Demo- 
cratic member and five Bepublican members. The Demo- 
cratic member of the latter group, Senator Hitchcock, of 
Nebraska, early took the position that there should be no 
haste in passing a measure of such gravity, and the result 
so far has vindicated his contention. Twenty years was re- 
quired to prepare public opinion, including that of bankers 
and Congressmen, for the adoption of asset currency in 
place of bond-secured currency. This principle was em- 
bodied in the Aldrich-Vreeland Act of 1908, and Mr. Aldrich 
himself was among the latest converts to the doctrine. 
Festina lente! 

The Federal Beserve Bill takes its name from the chief 
end and aim of its existence, which is to provide means 
whereby all banks may have full reserves of cash in their 
own vaults or within easy reach, in squally times. To this 
end it was sought to bring about a concentration of cash re- 
serves in twelve new regional banks, from which they could 
be readily mobilized in emergencies for the relief of local 
banks. The regional banks were to have a capital of not 
less than five million dollars each, to be supplied by the 
adjacent national banks, each of which should subscribe 
twenty per cent, of its own capital for this purpose, ten per 
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cent, to be paid in cash and ten per cent, to remain subject 
to call. If any national bank should fail within one year to 
comply with this requirement, it should be dissolved. 

Two main questions were raised by this bill: First, was 
it well contrived to produce and maintain concentration of 
cash reserves? Second, had Congress the right to compel 
national banks to contribute money to objects not specified 
or contemplated in their charters? 

As to the first question, concentration means bringing to 
a center. Obviously only one place is fitted to be the center 
of a concrete whole. Twelve centers to one thing are incon- 
ceivable. The nations of Europe have found by experience 
that one central bank with branches is sufficient, and is ex- 
actly fitted, to the purpose of accumulating, maintaining, 
and mobilizing the cash reserves needful to meet all bank- 
ing exigencies. The functions of a central bank are to main- 
tain the gold standard and to supply in needful amounts a 
currency that will be universally accepted by the community. 
The latter function is to be discharged by the discount of 
bills of exchange and other bankable paper. The end to be 
striven for is the strengthening of confidence in the whole 
banking system, so that there will be no motive to make runs 
on the banks. If there is a motive for such runs, hardly any 
amount of reserves will suffice; if there is no motive, there 
will be no run. Confidence can be more securely anchored 
in one strong central institution than on several less strong. 

As to the second question it is not necessary to dogmatize. 
The Democratic (Owen) half of the Banking Committee 
have modified the House Bill by a proviso that the forfeiture 
of the charter of any national bank for non-compliance 
shall be a judicial proceeding in a suit to be brought by the 
Comptroller of the Currency for that purpose. The other 
(Hitchcock) section of the Senate Committee have intro- 
duced a proviso that the capital stock of the regional banks 
should be first opened to public subscription, no person to 
hold more than one hundred shares, and that the national 
banks should underwrite the whole and only take what was 
left. Possibly the whole might be taken by private individu- 
als. Both of these plans imply some measure of coercion 
on the national banks, but not enough, perhaps, to provoke 
resistance, as the House Bill probably would have done. It 
remains to be seen whether the national banks will co- 
operate cheerfully to make the new system a success, even 
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though they do not consider it a wise and well-considered 
plan to accomplish the end in view. Their preference is for 
one central bank. This is also the declared preference of 
the Hitchcock group of the Senate Banking Committee, al- 
though it is not embraced in their bill. Senator Burton, of 
Ohio, has introduced such a bill on his own motion. Prob- 
ably the Republican party can be counted upon to support 
such a measure both in Congress and on the hustings. It is 
not safe to assume that the passage of the pending measure 
will be the end of the currency agitation. The Owen Bill 
reduces the number of regional banks to eight; the Hitch- 
cock Bill to four. 

If the bill as passed should for any reason prove to be 
unworkable, the consequences would be regrettable both po- 
litically and otherwise, and the failure could not be con- 
doned by saying that it was an honest attempt to break 
down a moneyed monopoly and to open the avenues of 
credit to persons who do not now have access to it. Credit 
is belief. It is a plant of slow growth. It cannot be moved 
hither and thither by acts of Congress or by stump-speak- 
ing. If a belief prevails in the community that certain 
persons are safe custodians of money, then people who de- 
sire safe places for their money will hand it over to them in 
the form of deposits. If the belief prevails that these or 
other persons are sagacious investors and good judges of 
securities, people who have money to invest will bring it 
to such persons to be invested. This is the whole secret of 
the " Money Trust." Financial beliefs cannot be trans- 
ferred by outside influence or by coercive legislation any 
more than religious beliefs can be so changed. 

If the magnates of Wall Street had only their own money 
to operate with, their business would be small indeed. They 
would not require spacious offices or an army of coupon- 
clippers. It is the incoming and outgoing of other people 's 
money, from which a shaving is taken, that fills their cof- 
fers. If they were all banished or knocked on the head 
to-morrow the lonesome seeker after credit would be no 
better off than before, but rather worse. The people who 
have money to invest would never find him, whereas the 
Money Trust would surely find him sooner or later if he had 
anything of value to offer. That is what they exist for. 
If they did not find such things, they would soon go out of 
business without being banished or knocked on the head. 
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Much reliance had heen placed on the testimony of cer- 
tain witnesses in the Pujo investigation that they (the wit- 
nesses) were monopolizers of credit and that the monopoly 
had gone about far enough and ought to be broken down. 
They were not so obliging, however, as to tell us how it 
should be done. In like manner, in medieval times, certain 
persons accused of witchcraft pleaded guilty. They ac- 
knowledged that they were witches, but they did not tell 
how the practice of the black art could be suppressed. They 
were generally burned at the stake after confession, but 
murrain continued among the cattle, and hail-storms and 
tornadoes prevailed, all the same. The only method I can 
suggest for breaking down the monopolizers of credit is 
for Mr. Untermyer and other persuasrre orators to hold 
a series of public meetings and urge depositors to avoid 
such cormorants as George F. Baker and Jacob Sehiff, and 
choose open-minded and warm-hearted financiers like the 
managers of the Carnegie Trust Company to take care of 
their money and invest it safely for them. Depositors do 
not know or care anything about " interlocking directo- 
rates." Nobody invests, or deposits, or withdraws money 
on such considerations, yet depositors will have the last 
say on any banking scheme that Congress may adopt. He 
reckons ill who leaves them out. 

Under the House Bill the control of the whole banking 
system is lodged in a Federal Beserve Board of seven per- 
sons composed of the Secretary of the Treasury, the Secre- 
tary of Agriculture, the Comptroller of the Currency, and 
four members to be appointed by the President of the 
United States with the consent of the Senate, one of the four 
to be a person experienced in banking. The Owen Bill 
omits the Secretary of Agriculture and the Comptroller of 
the Currency, and gives the President power to appoint 
six members, and provides that two of them shall be ex- 
perienced in banking. The Hitchcock Bill provides that 
the Federal Beserve Board shall consist of the Secretary 
of the Treasury, ex officio, and eight other members, who 
have had experience in commerce and banking, to be ap- 
pointed by the President, who shall designate one of them 
to be the Governor and one the Vice-Governor. Each mem- 
ber to receive a salary of $12,000 per year, and to devote his 
entire time to the duties of his office. Each of the three 
bills gives the Federal Beserve Board power to permit 
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or require any regional bank to discount the prime commer- 
cial paper of any other regional bank and to fix the rate of 
interest therefor within certain limits. Each of the re- 
gional banks is to be managed by a board of nine directors, 
six to be chosen by the local banks and three by the Federal 
Board at "Washington. Three of the directors chosen by 
the local banks shall be " representative of the general 
public interests of the reserve district," not bankers. The 
Hitchcock Bill provides that five of the directors shall be 
appointed by the Federal Eeserve Board and four by the 
member banks, all of whom must be bona fide residents of 
the district. 

Thus the control of the whole system and of the regional 
banks is to be separated from the ownership. In like man- 
ner the control of the German Eeichsbank is in the hands 
of the Government. The stockholding interest is only ad- 
visory. The German bank, however, was originally owned 
wholly by the Government; private shareholders having 
been admitted from time to time afterward at their own 
desire, with previous knowledge of the conditions of par- 
ticipation. The bank grew into its present shape from the 
year 1765, when it was established in the reign of Frederick 
the Great, the Government being always in supreme con- 
trol. In other words, the German system, having been a 
natural evolution, is exactly fitted to the nation which it 
serves. It is a central bank with branches. The only point 
of similarity which the Federal Eeserve Bill presents is in 
the control by Government officials. In all other respects it 
differs not only from the German system, but from every 
other which now exists or ever has existed. 

For example, under the House Bill the Federal Eeserve 
Board may issue Federal reserve notes ' ' which shall be ob- 
ligations of the United States " to any regional bank in ex- 
change for collateral consisting of notes or bills accepted 
by the latter for rediscount from any member bank in its 
district. The regional bank shall segregate and keep on 
hand thirty- three and one- third per cent, of ' ' gold or lawful 
money " as a special reserve whenever it pays out any por- 
tion of these Federal reserve notes, but the notes themselves 
shall be redeemed " in gold or lawful mony " at the Treas- 
ury in Washington or at any regional bank. The notes 
shall bear marks to signify the name of the bank issuing 
them, and whenever they are received by any other regional 
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bank they shall not be paid out by it, but must be returned 
promptly to the issuing bank for redemption. The Owen 
Bill requires thirty-five per cent, reserve against note issues. 
The Hitchcock Bill omits the words " or lawful money " 
after the word " gold " in the redemption and special re- 
serve clauses, and it requires that forty-five per cent, of 
gold be segregated as security for the notes in addition to 
the paper collateral. All three of the bills say that the 
Federal reserve notes shall be obligations of the United 
States, when in fact they are not such. 

Obligation implies value received by the obligor. Such 
is the common acceptation of the phrase. All misuse of 
words ought to be avoided, since misleading phrases are a 
bad education. The words printed on the greenbacks say- 
ing that they are legal tender for all debts public and private 
except for duties on imports and interest on the public debt, 
led multitudes to believe that the principal of the govern- 
ment bonds could be paid with irredeemable notes. Prob- 
ably a majority of the voters honestly entertained that be- 
lief during the period 1865-1879 and were prevented from 
carrying it into effect only by the resumption of specie 
payments. 

The use of the words " lawful money " after the word 
"gold" in the House Bill and the Owen Bill is sought to 
be defended by the fact that the same language is used in 
the Aldrich Bill. Tu quoque! As two wrongs do not make 
a right, it is best to consider this question on its merits, if 
it has any. It is rather a question of form than of sub- 
stance. Shall the greenbacks and the silver dollars be re- 
tained as parts of our currency system? Both are lawful 
money and both are available as cash reserves of the banks. 
In round numbers the greenbacks are $346,000,000 and the 
silver dollars $576,000,000, both together $922,000,000. The 
Government has $150,000,000 gold kept as a redemption 
fund for the greenbacks, and is pledged to maintain the 
parity of greenbacks and silver dollars with gold. So long 
as the Government maintains this pledge it is a matter of 
indifference whether greenbacks and silver dollars are or 
are not admissible as redemption money for the Federal re- 
serve notes. In practice neither greenbacks nor silver dol- 
lars nor gold would be much used for redemption purposes, 
but instead thereof balances would be settled by means of 
clearings, bank checks, and book entries, in terms of dollars 
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and cents. The question whether the Government can and 
will always maintain the parity of all kinds of money in 
circulation is worth considering. By way of hedging 
against the chance of a failure to do so in consequence of 
war or other unforeseen calamity, it would be best to get rid 
of the greenback at the first opportunity. This would not be 
a great task. One hundred and fifty millions are already 
provided for in the redemption fund. The remainder might 
be canceled as fast as they come into the Treasury or when- 
ever revenues exceed expenses. The silver dollars are a 
different proposition. They involve a question of tonnage. 
In form of certificates they are performing a useful func- 
tion as money of small denominations, one dollar and up- 
ward. Probably their future destiny is recoinage as 
halves, quarters, and dimes. 

If I had a vote to give as between the Owen Bill and 
the Hitchcock Bill, as regards the use of the phrase " law- 
ful money," I should agree with the latter in striking it out 
for the sake of appearances. It is only for appearance' 
sake that it has any place in the bill at all. 

The method of mobilizing cash reserves from one bank 
to another under the twelve-district plan is much slower 
than that of a central-bank plan would be. When the pinch 
comes on a member bank in a particular district it applies 
to its regional bank for a rediscount of some part of its 
commercial paper. The board of directors of the regional 
bank must pass upon the paper. In order to do so intelli- 
gently it must know something about the commercial stand- 
ing of the maker of the paper, as well as that of the bank 
which has already discounted it. Very likely the pinch has 
come upon several of the banks in the district simultaneous- 
ly, and it is necessary to discriminate between them. Nine 
directors must deliberate upon the question. Each one 
must have time to express his opinion on the goodness of 
the paper and also as to the method of relieving the pinch — 
i.e., by simply rediscounting or by applying to the Federal 
Beserve Board for a second rediscount. In the latter event 
seven members must be taken in consultation, only one of 
whom need be a banker under the House Bill, and only two 
under the Owen Bill; under the Hitchcock Bill, which pro- 
vides for nine members, all except the Secretary of the 
Treasury must have had experience in commerce and bank- 
ing. Here let it be said that the original project of consti- 
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tuting a board without a banker was as irrational as would 
be an attempt to build the Panama Canal without an 
engineer. 

The seven or nine persons constituting the Federal Re- 
serve Board may relieve the pinch by requiring some other 
regional bank to rediscount the paper. There are eleven 
to choose from, and differences of opinion are likely to exist 
as to whether the request for a rediscount shall be granted, 
and if so which bank shall do the rediscounting. If squally 
times are apprehended, each regional bank will be likely 
to make difficulties or to make delay. No machinery on 
earth can hasten an unwilling board of bank directors. 

Under the European system the manager of a branch 
of the central bank would apply to the head office for funds 
to relieve the local pinch by a discount over and above 
the usual amount, and would get an answer, yes or no, at 
once; and it would be a correct and instantaneous answer 
coming from an experienced board to a trained manager. 

The House Bill provides that the stockholders of the 
regional banks shall be entitled to dividends of five per 
cent, per annum, if earned, which dividends shall be cumu- 
lative. One-half of the net earnings over and above five 
per cent, shall go to a surplus fund until the surplus fund 
shall be equal to twenty per cent, of the capital stock, the 
other half of the excess earnings to be divided between 
the Government and the stockholders. The Owen Bill pro- 
vides that the stockholders shall have six per cent, divi- 
dends instead of five, one-half of the residue going to a 
surplus fund, and all of the excess to the Government as a 
franchise tax. The Hitchcock Bill provides that the stock- 
holders shall have five-per-cent. dividends, and that of the 
excess earnings twenty-five per cent, shall go to a surplus 
fund and thirty-seven and one-half per cent, to a deposi- 
tors' insurance fund until, in the judgment of the Federal 
Reserve Board, it is sufficient in amount to pay in full the 
depositors of any failed member bank in the district, all 
overplus to go to the Government. Each of the three bills 
provides that the regional banks and the stock therein 
shall be exempt from Federal, State, and local taxation. 

Regional banks may receive deposits from their member 
banks and from the Government, but not from individuals. 
They may discount notes, drafts, and bills of exchange aris- 
ing out of actual commercial transactions which bear the 
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indorsement of any of their member banks, not including 
those drawn for the purpose of carrying or trading in 
stocks, bonds, or other investment securities. 

Such are the principal features of the three bills. That 
of Senator Hitchcock and his associates would seem to be 
the preferable one. It comes nearest to the central-bank 
system, which has proved to be the most efficient and eco- 
nomical means of warding off bank panics and which is now 
in use in most of the countries of Europe. The provision 
for admitting the public as stockholders of the regional 
banks is wise and prudent. Exemption from taxation 
would stimulate private subscriptions. If the public should 
take all the stock, so much the better. It would create a 
body of active supporters of the new system in all parts of 
the Union. It would bring new capital into the banking 
business instead of reducing that of existing banks, where 
it is now usefully employed. It would secure the friendly 
co-operation of the present national banks, instead of their 
open or secret hostility, wbieh might be expected if an at- 
tempt were made to coerce them. Moreover, the Hitchcock 
provision requiring that the Federal Reserve Board shall 
be composed of men who understand banking is the best 
of all. Men of training, experience, and character could 
make even a bad system work well, while men without ex- 
perience, however good their intentions, might wreck the 
Federal Reserve system, and the Wilson Administration 
with it. 

The proposal of the Hitchcock Bill to create a fund out 
of surplus earnings to pay the depositors of failed banks is 
too large a subject to be dealt with as. an appendix to this 
article. Four trans-Missouri States have deposit guarantee 
laws, that of Oklahoma being the oldest (1908). A consider- 
able body of literature exists on the subject in the form of 
official reports and magazine articles. The most important 
of the latter are those of Mr. Thornton Cooke, of Kansas 
City, in the Quarterly Journal of Economics, the latest 
being in the number for November, 1913. There is sufficient 
material available for intelligent discussion of the question 
of deposit guarantee to take all the spare time of one session 
of Congress — all the time not occupied by appropriation 
bills and other strictly necessary legislation. 

Hobacb White. 



